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POLITICAL SCIENCE 

QUARTERLY. 

THE FINANCES OF PORTO RICO. 

THE financial experience of Porto Rico under the American 
flag may be conveniently divided into three distinct 

periods. The first - characterized by the opportunism of a pro- 
visional, as distinct from a permanent, government - extended 
from the landing of United States troops on the island on 
July 25, I898, through the course of military government. 
The second period comprised the interval from the establish- 
ment of civil government on May I, I900, to the enactment by 
the insular legislature of a comprehensive system of insular 
finance on January 31, I9OI. The dominant note of this sec- 
ond stage was administrative betterment. The third period, 
extending from February I, I90I, to the present time, includes 
the installation and operation of the new revenue system and 
the passing of Porto Rico from a financially insecure depend- 
erncy to a solvent, self-supporting community. The conspicu- 
ous date in this last period is July 4, I9OI, when the insular 
legislature, convened in extra session, declared by joint resolu- 
tion that the system of revenue then in full operation was 
adequate to meet the necessities of the insular government. 
It was in accordance with this resolution that an executive 
proclamation, on July 25, 1901, established free-trade rela- 
tions between Porto Rico and the United States. Through 
the establishment of an equitable and elastic revenue system, 
the finances of the island were thus placed upon a secure 
foundation. 
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I. 

When the American army of occupation landed in Porto 
Rico on July 25, I898, it found in operation a system of public 
economy embodying in all essentials the principles of Spanish 
colonial policy. The annual expenditures of the insular govern- 
ment aggregated four million pesos, of which a large part went 
to support the colonial service, the ecclesiastical institutions, 
and the military and naval establishments of the mother coun- 
try. The revenues of the island were derived in the main from 
indirect taxes upon necessary consumption, levied in the form 
of customs duties for the insular government and consurno 
taxes, or octrois, for the municipal districts. Two forms of 
direct taxation were in force: (i) the industry and commerce 
tax, a special license or privilege tax on all industrial and pro- 
fessional occupations, graded according to the class of business 
transacted and the importance of the municipal district wherein 
it was conducted; and (2) the territorial tax, a percentage tax 
upon the net income derived from agricultural and urban prop- 
erty. At the time of the American occupation these direct 
taxes were collected through the instrumentality of the Banco 
Espaniol de Puerto Rico. Stamp taxes were imposed upon 
conveyances of property, upon notarial documents and upon 
instruments of indebtedness. 

The secure establishment of military government was 
promptly followed by important fiscal changes, for the most 
part negative in character and designed to effect quick harmony 
with the new political conditions. Insular contributions to the 
support of church and state were suspended. Customs duties 
on necessary food-stuffs and supplies were removed. Public 
lotteries were discontinued and consumo taxes on articles of 
prime consumption were abolished. The industry and com- 
merce tax and the territorial tax were retained; but the stamp 
taxes on property transfers and on legal instruments were 
removed, under the mistaken impression, it is said, that dere- 
chos rea/es were a manner of "royal dues" inconsistent with 
American political principles. The essential revenues of the 
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island were received and disbursed by an officer of the United 
States army, acting as collector of customs for Porto Rico, 
until by executive order a system of accounting modeled after 
that of the United States was established and put into opera- 
tion on July I, I899. This same order created the offices of 
insular treasurer and auditor, with duties confined in the main 
to the custody and disbursement of public funds and to the 
examination and audit of public accounts. The real financial 
administration of the island, including the collection of all 
insular taxes and dues, was vested successively in a secretary 
of finance, in a department of finance and in a civil secretary, 
each acting under the direct control of the military governor. 

The military government suffered no serious financial embar- 
rassment during the first year of its existence, despite the 
signal failure to supply new sources of revenue for the old 
forms abolished. The American occupation, ipso facto, cut off 
large insular expenditures, and thereafter important public ser- 
vices continued to be performed without cost to the island by 
army officers or were made chargeable to military funds. With 
reviving commerce, customs duties, even under the modified 
tariff, yielded large returns. Thus, beginning with a perfectly 
empty chest, the insular balance increased steadily until on 
August 31, I899, it had reached the handsome sum of $578,- 
105.27. The condition of the municipal treasuries was less 
satisfactory, but there also retrenchment in expenditure had 
accompanied military administration, and the situation was at 
least not embarrassing. 

The real financial difficulties of the military government may 
be said to have been created by the catastrophic hurricane 
which devastated the island on August 8, I 899. Large extraor- 
dinary expenditures were thereby required for public relief, 
and insular revenues declined sharply in consequence of the 
economic prostration of the island and the impairment of the 
taxpaying capacity of its inhabitants. Economic revival was 
delayed by uncertainty as to the nature of trade relations with 
the United States, by the continued distribution of emergency 
rations and the supply of relief work, and by the grant of stay 
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in mortgage foreclosures. In the surge of humanitarian im- 
pulse, the necessity of insular self-support was obscured and 
the popular assumption grew that Porto Rico was to remain a 
financial appanage of the United States. Month after month 
witnessed increasing expenditures, declining revenues and more 
and more alarming deficits in the insular treasury. 

Moreover, not only was the revenue of the island insufficient 
in amount, but the whole system under which it was secured was 
revealed to be gravely defective. This became more and more 
obvious with respect to the forms of direct taxation in use. 
The industry and commerce tax, levied for both insular and 
municipal purposes, imposed, as has been noted, a specific 
charge upon every industrialist, varying with the nature of his 
occupation and the locality wherein it was carried on. The 
financial and commercial interests were almost exclusively in 
the hands of Spanish merchants, and upon these classes the 
rates of taxation were relatively low. The small retail and 
manufacturing activities were generally in the hands of Porto 
Ricans, and upon these the taxes were comparatively high. 
Whatever defects existed in the tax itself were greatly enhanced 
by crude administration. The tax rolls were prepared in each 
municipal district by a local committee, appointed by the muni- 
cipal council and composed of members of the council and of 
other local taxpayers. When it is borne in mind that the 
municipal authorities were either Spanish or immediately sub- 
ject to Spanish influences, it is easy to understand the extent 
to which, in specific instances, political and personal considera- 
tions intervened. The system of land taxation in force at the 
time of the American occupation was a percentage tax on the 
net income derived from agricultural occupations and from 
the rentals of urban property. Although open to serious 
defects and characteristically perverted by inefficient adminis- 
tration, the system embodied important elements of equi- 
table and scientific taxation. On July i, I899, this system 
was, however, succeeded by a new scheme of land taxation, 
devised by Dr. Cayetano Coll y Toste, civil secretary of the 
military government. A radical distinction was therein made 
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between agricultural and urban property. The principle 
adopted with respect to agricultural land was a crude, primitive 
device that has been discarded by every civilized country on 
its emergence from financial infancy -namely, a classification 
of lands according to use and quality and the imposition of spe- 
cific taxes thereon. The percentage tax on the net rental value 
of urban property was retained, but unfortunate innovations 
were added, such as the provisions that new houses should be 
exempt from all taxation for two years after construction; that 
unimproved city property, even when held in a congested urban 
centre for speculative purposes, should be taxed as uncultivated 
agricultural land; and that non-residents should be subject to 
a surcharge of fifty per cent - a provision also adopted with 
respect to agricultural property. The new measure could 
fairly be described as possessing all the defects of the old terri- 
torial tax and none of its virtues. 

From the repeal of the derechos reales until November- 
December, I899, no insular excise taxes were collected in Porto 
Rico. On the latter date small taxes were imposed on alcoholic 
liquors, matches, oleomargarine and playing cards, the proceeds 
for the most part to accrue to the municipal districts, in lieu of 
the abolished consumo taxes on food necessities. But these 
taxes were never in really successful operation. Their adminis- 
tration and enforcement were entrusted to an overburdened 
department, and the results were financial failure and popular 
contempt for law. 

Under circumnstances such as have been described above, it 
was inevitable that the problem of financial reform should 
engage the serious attention of the military government, nota- 
bly of Brigadier-General George W. Davis, who filled with dis- 
tinguished success the office of military governor from May 9, 
I899, until the establishment of civil government. In accord- 
ance with the recommendation of General Davis that expert 
service should be secured for this work, the secretary of war 
honored the present writer with the appointment on February 
26, I900, as special commissioner to revise the laws relating to 
taxation in Porto Rico. It was contemplated that a new fiscal 
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system should be devised and put into operation by military 
order with the beginning of the fiscal year on July i, I900. 

The course of events, however, resulted otherwise. While 
detailed study was being made of the financial experience and 
economic resources of Porto Rico, as a necessary preliminary to 
an intelligent revision or reconstruction of the existing financial 
system, congressional legislation with respect to Porto Rico 
broadened from the tariff act originally anticipated into a com- 
prehensive organic act establishing civil government in the 
island. It thus became clear that the work of the special 
commissioner, instead of resulting in a new fiscal system to 
be established by a general order of the military government, 
must be in the nature of a report or recommendation to the 
civil government for enactment by the insular legislature. 
The official existence of the special commission was, however, 
brought to an unexpected termination by the presidential 
appointment of the commissioner as treasurer of Porto Rico, 
under the provisions of the civil-government act, and by his 
consequent relinquishment of the office of special commissioner 
and assumption of the office of treasurer of Porto Rico upon 
the organization of civil government on May i, i9oo. 

In the ordinary course of events Congress would probably 
have applied the body of internal revenue laws of the United 
States, or a fixed percentage of the rates of taxation prevailing 
thereunder, to Porto Rico in the act establishing civil gov- 
ernment. One of the earliest and most urgent recommenda- 
tions of the special commissioner was that this course should 
not be pursued. The system of internal revenue taxation in 
the United States, it was represented, is the result of gradual 
development and is adapted to the conditions prevailing in an 
economically advanced community. To extend this system in 
any degree en bloc to Porto Rico, where social and economic 
conditions are radically different, would be a financial error 
and an economic embarrassment. Excise taxation should play 
an important part in the revenue system of Porto Rico, but it 
should be of a kind adapted to local conditions and to local 
needs. These views were adopted by General Davis, were 
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transmitted to the secretary of war and were instrumental 
in securing the insertion in the civil-government act of the 
provision that the internal revenue laws of the United States 
should not be extended to Porto Rico, thus leaving the way 
clear for a system of insular excise taxes. 

II. 

In the minds of the sagacious and far-sighted framers of the 
act of Congress establishing civil government in Porto Rico, the 
financial problems of the island were distinctly present. The 
inadequacy of existing revenues was recognized, and the organic 
act was by its very title "an act temporarily to provide revenue." 
With a generosity unique in the annals of our political history, 
and typical of the future attitude of the United States to Porto 
Rico, not only was the island relieved of all contribution to the 
federal government, but extraordinary sources of revenue were 
placed at the disposal of the insular treasury to meet the tem- 
porary emergency. The island was entirely exempted from the 
internal revenue laws of the United States, thus leaving the 
way clear for insular excise taxation. The tariff on trade 
between Porto Rico and the United States was reduced to fif- 
teen per cent of the Dingley rates, and the free list as it then 
existed was left intact. But, more remarkable, customs col- 
lections on all imports into Porto Rico and on all imports into 
the United States from Porto Rico -distinctly federal revenues 
- were appropriated to the insular treasury; this in addition 
to the appropriation, by special act of Congress, of the entire 
fund of customs duties - more than two million dollars - col- 
lected in the United States upon exports from Porto Rico from 
the time of the American occupation of the island to the estab- 
lishment of civil government, to be held as a special fund sub- 
ject to allotment by the President of the United States for the 
use and benefit of the people of Porto Rico. 

Yet the financial outlook of the newly organized civil gov- 
ernment was not altogether encouraging. The closing months 
of the military administration had been fraught with financial 
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difficulties and anxieties, and this condition largely continued. 
The need of increased expenditures was urgent, while existing 
sources of revenue were rigid in form but fluctuating and uncer- 
tain in yield. Many petitions for the remission of taxes were 
pending, more were pouring in, and disinclination to partici- 
pate in the support of the island was universal. The tax col- 
lection service was demoralized, and fraud and irregularities 
were not uncommon. It was impossible to forget that impor- 
tant insular revenues provided by the organic act were tem- 
porary in character and that the economic future of Porto Rico 
had been defined by congressional legislation as in the direction 
of an insular system of finance and of free commercial inter- 
course with the United States -to be attained by March I, 
1902, or as much earlier as might be practicable. Worst of all, 
the civil government was without the free amendatory power 
of the military government. It was easy for "general orders" 
of one day to modify, supplement or repeal the mandates of the 
preceding day. But on May I, i9oo, the entire body of exist- 
ing financial legislation was crystallized and thereafter could 
be changed only by legislative enactment. 

In the absence of legislative power to correct errors or sup- 
ply gaps in financial matters during the considerable interval 
before the insular legislature could be elected and organized, 
the civil government, from the outset, directed strenuous efforts 
towards administrative betterment. The prime occasion for 
this existed in the office of the treasurer. Matters relating to 
the custody and disbursement of funds presented no serious 
difficulties; for an admirable system of accounting had been 
introduced under the military government, and this was con- 
tinued, with unchanged duties and personnel, by the appoint- 
ment of Mr. John R. Garrison as auditor under the- civil gov- 
ernment. Similarly, the insular government was relieved after 
May i, I900, of the administration of the customs service in 
Porto Rico, this being assumed by the federal government. 
But the civil secretary, in whom had centered under the mili- 
tary government the real financial administration of the island, 
was discontinued on April 30, I900, and the financial activities 
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of the office, together with the duties performed by the treas- 
urer of the military government, were transferred to the new 
treasurer. Moreover, the treasurer under the civil administra- 
tion became peculiarly responsible for the financial reform of 
the island. The incumbent of the office had, as special com- 
missioner, been originally charged with this task; and upon 
the organization of the executive council - the upper branch 
of the insular legislature - he was designated chairman of the 
committee on finance and appropriations. 

A departmental reorganization was effected, almost concur- 
rently with the introduction of civil government, by the crea- 
tion in the office of the treasurer of the following five bureaus, 
with a corresponding distribution of duties, responsibilities, 
personnel and records: (I) bureau of accounts, (2) bureau of 
municipal affairs, (3) bureau of internal revenue, (4) bureau 
of internal revenue agents, (5) bureau of tax law revision. 
The bureau of accounts assumed all duties relating to the 
receipt, custody and disbursement of public funds, and formed 
the administrative centre of the department. The bureau of 
municipal affairs exercised the central administrative control 
of local finances before vested in the civil secretary. The 
bureau of internal revenue was charged with the administra- 
tion of the internal revenue system of the island. The bureau 
of internal revenue agents was established and equipped as a 
supervisingr and inspecting field force. The bureau of tax law 
revision undertook to continue the work, originally assigned to 
the special commissioner, of revisingr the laws relating to taxa- 
tion in Porto Rico. A chief clerk was placed in charge of 
each bureau and a deputy treasurer was appointed, with the 
sanction of the governor, for the exercise of the duties of the 
treasurer, in the event of the latter's absence or disability. 

A financial problem with which the new civil administra- 
tion immediately found itself confronted was the preparation 
and adoption of an insular budget for the fiscal year begin- 
ning July I, I900. It was patent that the insular legislature 
could not by any possibility be brought into existence prior 
to that time. Recourse was accordingly had to a provision of 
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the military order, issued by General Davis on the eve of 
the introduction of civil rule to facilitate the transition, in 
accordance with which the civil governor was held to possess 
the authority, with the concurrence of the executive council, 
to amend the insular budget of I899-I90o and to continue it 
in force as so amended, until changed in pursuance of law, as 
the budget for the fiscal year of I900o-9oi. A careful appro- 
priation bill was prepared and submitted to the newly organ- 
ized executive council, and, having received the unanimous 
concurrence of that body, it was promulgated by Governor 
Allen on June 28, I900, as the insular budget for the fiscal 
year beginning July I, Igoo. 

In the preparation of the budget, it was recognized that there 
could be no abrupt departure from certain policies inaugurated 
during the military government and in force on May I, I900. 

Public education had to be extended, road construction had to 
be continued, public order had to be maintained and insular 
obligations had to be met. These needs prevented any essen- 
tial reduction in the largest insular appropriations, and to this 
extent precluded that nice adjustment of estimated expendi- 
tures to receipts which sound budgetary principles demand. In 
the absence of legislative power, no modification could be made 
of existing sources of revenue ; in face of established policies, 
no immediate reduction could be made in important items of 
expenditure. Accordingly, $500,000 was assigned to education, 
as compared with $4oo,ooo in the budget of the preceding 
year. The board of public works received $479,974, of which 
$250,000 was for "1 extraordinary expenses," in connection with 
contracts made by the military government for insular roads 
then unfinished. The insular police required $203,850. For 
the settlement of claims against the extinct Provincial Depu- 
tation $5o,ooo was appropriated; and $ioo,ooo was put aside 
for " miscellaneous expenditures subject to the approval of the 
governor," to meet the then unforeseen contingencies which 
it was absolutely certain would arise in the course of suc- 
ceeding months. The aggregate amount appropriated was 
$ I,984,64 5.3 I. 
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The insular treasury then proceeded to strain every nerve to 
meet the demands of the new budget, by the only means then 
in its power - the efficient and economical administration of 
existing revenue laws. The large unexpended balance of the 
"two million customs refund" and the segregated collections 
on imports from Porto Rico into the United States relieved the 
situation of any fear of critical embarrassment. On the other 
hand, it at once became a definite financial policy to regard 
these moneys as extraordinary funds, available for permanent 
improvements and for capital expenditures, but not to be 
employed, except in emergency, for ordinary expenses of 
goverment. 

With respect to the most important source of revenue, cus- 
toms duties, no opportunity for betterment presented itself. 
Schedules and rates were fixed by congressional legislation, 
the service was entirely in the hands of the federal authorities, 
and the insular treasury simply received the net proceeds. 
But with respect to other insular receipts - the so-called 
internal revenues of Porto Rico - very different conditions 
existed. Inherent changes could be made only by the insular 
legislature; but, on the other hand, there was a large margin 
for administrative improvement. The economic recovery of 
the island was marked enough to permit a firm, but intelligent, 
enforcement of the relatively light property tax laws then in 
force, and it was patent that an essential preparation for a 
new revenue system must be respect for at least the validity of 
the old. 

Attention was early directed to the improvement of the person- 
nel in all branches of the revenue service. Unnecessary and 
incompetent employees were discharged, and the inadequate 
compensation of those remaining was adjusted to a reasonable 
standard. Certain general principles were adopted and thence- 
forth applied in the conduct of the service. These were: 
appointment regardless of political or personal consideration, 
undisturbed tenure during efficient performance of duties, pro- 
motion from junior to senior positions, gradual increase of com- 
pensation within budgetary limits, and complete responsibility 
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of chief officers for the organization and activity of their respec- 
tive bureaus or offices. It was made perfectly clear that 
so long as a revenue official performed his duties properly, 
nothing could remove him from office or reduce his certainty of 
advancement, and that, on the other hand, no influence could be 
employed to retain an inefficient public employee in position. 

An embarrassing heritage from the military government 
claimed early attention -an accumulation of some eleven 
thousand petitions for the remission of current and delinquent 
taxes, aggravated by a continuing influx of additional peti- 
tions. Designed originally to relieve acute distress incident 
to the hurricane, the remission of taxes had come to be 
regarded as a form of public indemnity or insurance, rather 
than as an exemption because of complete disability. The 
collection of insular taxes on property was in consequence 
practically suspended. An attempt to press a delinquent tax- 
payer ordinarily resulted in a petition for the remission of the 
tax and, until the petition was disposed of, further proceedings 
were, under existing- regulations, stayed. In passing upon such 
petitions, the military government had been reduced to the 
necessity of accepting the perfunctory or colored recommen- 
dations of local bodies and to the adoption of an arbitrary 
rule of remission. Thus it became the regular practice, in the 
event of a favorable report, to remit the entire tax, if less than 
ten dollars in amount, and to remit one-half of the tax, if a 
larger amount was involved. 

A favorable opinion of the attorney general of the United 
States having removed all doubt as to the ample prerogative 
of the civil governor in this respect, the then pending petitions 
were classified according to districts and lists of the petitions 
were sent to the insular revenue officials of the respective 
districts for certified report as to the ability or inability of the 
petitioners to pay taxes at the time of certification without 
affliction or distress. This action was based on the definite 
policy that insular taxes constitute a primary obligation, 
exemption from which could be granted, not because of loss or 
injury suffered in the past, but only for complete present 
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disability. If the revenue official reported that the petitioner 
was unable to pay the tax in question at that time without 
grave economic distress, the petition was transmitted with a 
favorable endorsement to the governor of Porto Rico and, 
upon executive approval, the remission was granted. In the 
event of a contrary report by the revenue official, a corre- 
sponding negative procedure was pursued. 

Similar steps were taken to reduce the continuing flood of 
remission petitions. An administrative regulation of the mili- 
tary government, prohibiting the collection of taxes whenever 
remission had been sought, was revoked; and for it was substi- 
tuted the standing instruction to revenue officials, that under 
ordinary circumstances insular taxes then due or in arrears 
were to be collected. A uniform and persistent application of 
the procedure thus outlined operated with entire success. On 
March 6, I90I, the last of I0,897 pending petitions was dis- 
posed of, and thereafter petitions trickled in slowly and inappre- 
ciably. It can hardly be supposed that every case of hardship 
or injustice was avoided; but, on the other hand, there can be 
no doubt that the course adopted was a far closer approxima- 
tion to equity than the perfunctory method before employed. 
Certainly the essential result was attained - namely, that there 
should be created at the very outset of civil government 
an appreciation by the people of the fundamental principle 
of a sound public economy, that lawfully imposed taxes must 
be paid by all able to pay them and that remission is an 
extraordinary relief, to be granted only under exceptional 
circumstances. 

The resumption of internal revenue collections and the 
heightened activity of revenue officials was not, however, accomt. 
panied, it should be clearly understood, by harsh or unintelli- 
gent enforcement. The earliest instruction issued to every 
revenue official in the island as an imperative direction -any 
single violation of which, without clearly mitigating circum- 
stances, was equivalent to immediate dismissal - was that no 
insular taxes of any kind should be collected by compulsory 
procedure in any case where such action would result in the 
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affliction or distress of the delinquent. The rigorous severity 
of the Spanish system of attachment and sale of property for 
delinquent taxes was relieved by the direction that such steps 
might be taken only after the written consent of the treasurer 
had been secured in each specific case ; and this consent was 
given only in rare instances, in which conclusive evidence 
existed that the delinquency was due to willful disinclination, 
rather than to real inability. There seems full warrant for the 
deliberate statement that, despite a phenomenal increase in 
internal revenue collections during the first nine months of 
civil government, the real burden of such taxation upon the 
life of the island was reduced in a marked degree. Careful 
observation - indeed, critical search - failed to disclose a single 
instance in which grave economic injury was inflicted by the 
collection of insular taxes. The extent to which this practice of 
leniency became a definite financial policy is indicated by 
the fact that from the establishment of civil government on 
May I, I900, during the entire administration of the writer as 
treasurer of Porto Rico - and probably up to the present 
time - there has not been a single compulsory sale of property 
for delinquent insular taxes in Porto Rico. 

The collection of insular taxes having been thus resumed, 
care was then taken that funds so collected should reach their 
proper destination - the insular treasury. To one accustomed 
to American financial administration, the most remarkable fea- 
ture of the internal revenue system of Porto Rico prior to the 
establishment of civil government was the entire absence of 
any effective check upon tax collectors. With respect to such 
revenue officials, the insular treasury was in a position little 
better than that of receiving what was given to it and being 
thankful. The condition of affairs prevailing on May i, I900, 

is best indicated by the fact that the first unmistakable demand 
for detailed inventories of outstanding taxes was followed by 
the absconding of one tax collector to France, by the flight of 
another to parts still unknown and by the confession of defal- 
cation by two others. It is probable that irregularities existed 
in every revenue district of the island. 
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As the basis of a precise system of administrative account, 
a formal internal revenue ledger was constructed, by which 
every internal revenue official became directly and manifestly 
accountable to the insular treasury for all taxes and revenues 
entrusted to him for collection. For more detailed acquaint- 
ance with the process of tax collection, a general taxpayers' 
ledger was opened, from which might be ascertained not only 
the gross amount, but also the specific quality, of taxes paid 
and unpaid. Finally, a series of treasurer's forms was devised 
for the monthly return in detail by tax collectors of every item 
of revenue collected during the preceding month. 

On July I, I900, the regulations so outlined went into suc- 
cessful operation. Since that time the treasurer has received 
within five days after the close of each month, from every 
tax collector in the island, duplicate sets of forms, showing 
in itemized detail the internal revenues collected during the 
preceding month. One set is immediately forwarded to the 
auditor of Porto Rico, for use in connection with the examina- 
tion of accounts rendered by the corresponding official. The 
other set is employed in entering, first, detailed credits in 
the several taxpayers' ledgers and, thereafter, aggregate credits 
in the accounts of the several tax collectors in the internal 
revenue ledger. 

With these changes there entered into the internal revenue 
system of Porto Rico a degree of integrity literally unknown 
before. Small peculations continued to be revealed from time 
to time, but detection was prompt and punishment sure. An 
impressive object lesson was afforded in the extradition from a 
distant country -probably for the first time in the history of 
Porto Rico -of a public defaulter and in his conviction and 
long-term sentence. Gradually the feeling spread that a new 
spirit was abroad, that any fiduciary breach was a large risk 
and that detection carried with it a dangerous likelihood of 
severe punishment. 

A conspicuous weakness of the internal revenue system of 
Porto Rico during the period of military government was the 
complete absence of any field inspection of tax assessments and 
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excise collections. To remedy this defect, one of the earliest 
acts of the treasurer under the civil government was the 
organization of a bureau of internal revenue agents, followed 
by the designation of a temporary force of tax examiners to 
supervise the assessment of insular taxes by the local bodies, 
and by the appointment of a permanent corps of internal reve- 
nue agents, charged with the enforcement of the excise taxes. 
This body of carefully picked men rendered important ser- 
vice, both direct and indirect. Conspicuous cases of under- 
assessment were corrected, while the mere assertion by the 
insular government of an intention to subject the tax assess- 
ments of the island to something more than the perfunctory 
scrutiny previously in vogue effected marked improvement. 
Similarly, despite the defects of the existing law and the 
limited number of internal revenue agents employed, the 
increased yield of the stamp taxes on alcoholics and matches 
was startling. But the indirect moral effect derived from the 
inspection work was even greater. Under the Spanish regime 
the office corresponding to revenue agent was one of the most 
lucrative in the public service, because of the flourishing exist- 
ence of extortion and fraud. The spectacle of a brave, inde- 
fatigable body of non-partisan agents who would neither wink 
at fraud nor accept a bribe was an astounding revelation. Popu- 
lar opinion in Porto Rico ceased to identify tax inspection with 
bribery and blackmail, and admirable preparation was thus made 
for the introduction of a body of excise taxes in the new revenue 
system. 

Less conspicuous, but equally important, changes were intro- 
duced in other parts of the treasury department, tending to 
the improvement of financial administration. In the bureau of 
accounts the two local banks serving as depositories for insular 
funds were required to pay interest at the rate of two per cent 
on daily balances on deposit, and to establish agencies for the 
receipt of insular funds in such places as might from time to 
time be required, thereby relieving the treasurer of the incon- 
venient and expensive practice of sending monthly an armed 
escort about the island to receive public funds that were in the 
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possession of revenue officials. Persons indebted to the treasury 
were instructed to make payment to an insular depository and 
to present the bank receipt, rather than the actual funds, in dis- 
charge thereof. Similarly, all payments made by the treasurer 
were in the form of checks upon a depository bank. With the 
exception of occasional incidental receipts and small contingent 
expenditures, no funds whatever passed through the office of the 
treasurer save in the form of bank receipts and checks. By care- 
ful adjustment of drafts and by instructions to revenue officials 
as to places of deposit, the public funds of the island remained 
practically equally divided between the two depositories. 

The financial activities of the municipal districts came under 
the cognizance of the bureau of municipal affairs in five par- 
ticulars: (i) approval of municipal budgets, (2) examination of 
municipal accounts, (3) authorization of transfers in municipal 
appropriations, (4) approval of municipal taxes and dues, and 
(5) determination of administrative appeals. In each of these 
directions the endeavor was made to retain lawful insular con- 
trol over municipal finances, in the belief that this was an 
indispensable requisite of financial security in Porto Rico. It 
was recognized that the finances of the insular government 
might be conducted with the highest efficiency and economy, 
and that even then every resultant benefit might be vitiated by 
incompetence and dishonesty in municipal financiering. To 
the ordinary taxpayer in Porto Rico it was a matter of no con- 
cern whether the unjust tax with which he was mulcted was 
insular or municipal, and the economic interests of the island 
were as injuriously affected by bankruptcy in the municipal 
districts as in the insular treasury. 

Gradually the leaven worked. The treasury deficits disap- 
peared, fraud and irregularities grew less, and a new state of 
public opinion developed, as it became more and more evident 
that the revenue laws of Porto Rico were thenceforth to be 
regarded as something more than archaic literature. Yet 
every hour of every day made it apparent that, if American 
government in Porto Rico was to realize that which political 
existence under the Stars and Stripes must mean, an early 
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financial reconstruction was imperative. Not only because 
existing sources of revenue were in practice inadequate, but 
because they were in principle inequitable, was financial 
reconstruction urgent. 

This work became the concern of the bureau of tax law 
revision, in direct succession to the special commission for 
revising the laws relating, to taxation in Porto Rico. Continuing 
the work of that body, certain fundamental principles were first 
adopted as the basis for a general revision of the tax system of 
the island. A preliminary memorandum was then drafted and 
employed in tentative verification of the measures therein pro- 
posed. Local conditions were studied, representative persons 
were interviewed, typical requirements were examined and 
departmental experience was incorporated. In October, 1900, 
the detailed preparation of a revenue act was begun, and a 
month later a completed draft was laid by the treasurer before 
the committee on finance and appropriations of the executive 
council. The successive circumstances aftending the revision 
of this draft by the committee, its submission as a committee 
report to the executive council, its passage by that body, its 
amendment by the house of delegates, its emergence from the 
conference committee of the two legislative branches, its final 
passage, and its approval by the governor of Porto Rico on 
January 31, I9OI, as "An act to provide revenue for the people 
of Porto Rico, and for other purposes "-all these steps pertain 
to the legislative, rather than to the financial, history of Porto 
Rico. Two alternative courses presented themselves in the 
revision of the revenue system of the island: the one embodied 
the fundamental principle of Spanish rule and meant the impo- 
sition of heavy indirect taxes upon articles of necessary con- 
sumption, with inadequate taxation or the entire escape of wealth 
and property; the other meant the application of the modern 
principle of taxation according to taxpaying capacity, and con- 
sisted in a reasonable direct tax upon wealth, together with mod- 
erate indirect taxes upon luxurious and injurious consumption. 
In the Revenue Act of January 3 1, I90I, the legislative assem- 
bly of Porto Rico made definite choice of the latter course. 
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III. 

The Revenue Act of January 3 1, I 90I, more familiarly known 
as the Hollander Bill, provided for a property tax, a series of 
excise taxes, an inheritance tax and certain important adminis- 
trative changes. 

The property tax replaced the existing territorial tax and the 
industrial and commercial tax. The rate of the new tax for 
insular purposes for the fiscal year 1901-02, and thereafter 
until otherwise provided by the legislature of Porto Rico, was 
fixed at one-half of one per cent; and provision was made that 
the rate to be levied for local purposes should in no case exceed 
an additional one-half per cent. The tax itself differed from 
the more advanced forms of the property tax, as known in the 
United States, only to the extent required by peculiar local con- 
ditions. Real and personal property not specifically exempted 
was subject to assessment, nominally at its actual market value. 
The list of exemptions was generous, including the property of 
persons whose estate was valued at less than $ioo and debts 
to the extent of assessed credits. Mortgages were treated as 
an interest in the property, and were made subject to taxation 
except where an unequivocal covenant existed making the taxes 
payable by the mortgagor. The assessment was placed in charge 
of a supervisor of assessment, appointed by the governor. The 
supervisor appointed division assessors, with the approval of the 
treasurer; and the division assessors nominated, for appoint- 
ment by the treasurer, enough district assessors to complete the 
assessment within a convenient period of time. Tax appeals 
were heard, in the first instance, by selected groups of division 
and district assessors sitting as boards of review and, in the last 
instance, by the executive council sitting as a board of equali- 
zation and appeal. The treasurer was authorized to institute 
an annual revision and correction of the original assessment of 
property, in accordance with the provisions of the original valu- 
ation. Ordinary corporations were assessed by the treasurer 
upon the actual market valuc of their capital invested in Porto 
Rico. Surety, insurance or building and loan companies paid, 
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in addition to a special stamp tax upon policies, an annual tax 
of three per cent upon the gross amount of premiums or dues 
collected in Porto Rico. For the collection of the property tax 
the treasurer was empowered to divide the island into suitable 
districts and to appoint a corps of bonded and salaried col- 
lectors and deputy collectors. The severity of the Spanish 
procedure for the collection of delinquent taxes, whereby the 
property of the taxpayer was forthwith attached and sold, was 
modified by the adoption of a period of grace and of a term of 
redemption thereafter, during which the property so sold might 
be redeemed, with the noteworthy provision that in no event 
might property be sold for delinquent taxes without the written 
consent of the treasurer, previously obtained in each special 
case. 

The excise taxation of the act consisted of three schedules. 
Schedule A imposed duties on distilled spirits, beers and wines, 
cigars, cigarettes, manufactured tobacco, playing cards, proprie- 
tary medicinal preparations, oleomargarine, arms and ammuni- 
tion and matches, manufactured in or imported into Porto 
Rico. Schedule B imposed a scale of license taxes upon 
dealers in or importers of the foregoing articles. The rates 
were in most- cases materially less than the corresponding 
internal revenue taxes of the United States, and domestic 
products were protected by differentials on imports from for- 
eign countries. Schedule C imposed moderate documentary 
taxes on bills of lading, custom house entries and notarial 
instruments. Provision was made for the appointment of a 
corps of internal revenue agents, with adequate powers, and 
of a sufficient number of internal revenue stamp agents; and 
detailed and stringent penalty clauses were inserted. The 
municipal districts were prohibited from levying consumption 
taxes, other than local licenses, upon any of the articles subject 
to an insular excise. In lieu thereof they were to receive, 
in proportion to population, fifty per cent of the proceeds of 
the insular excises in monthly allotment until July i, I9OI, 

and fifteen per cent thereafter. All articles exported from 
the island were exempt from the insular excise. 
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The inheritance tax was slightly progressive, varying in 
accordance with the relationship of the heir and the value of 
each separate inheritance or bequest. The first $200 in value 
of every inheritance, and all property passing to the wife, child, 
adopted child or grandchild, were exempt; from $200 to 
$5ooo, husbands and lineal descendants paid I per cent, other 
heirs 3 per cent ; from $5000 to $20,000, i Yz per cent and 
434 per cent; upon the next $30,000, 2 per cent and 6 per 
cent ; and upon the value in excess of $50,000, 3 per cent and 
9 per cent, respectively. 

Among the important administrative modifications made by 
the revenue act were the substitution of salaried deputy 
collectors for fee-paid tax-gatherers, the annulment of munici- 
pal octrois or consumo taxes upon articles subject to insular 
excise taxes, and the release of collectors from the duty of dis- 
bursing the expenditures of the insular courts. Also the treas- 
urer was directed to examine periodically the condition and 
financial standing of surety, insurance, and building and loan 
companies, and of banks and quasi-public corporations doing 
business in Porto Rico, revoking the license granted to any 
such company whenever it should appear that its assets were 
insufficient to justify continuance in business or that its con- 
dition was unsound; provided that, before such revocation or 
before any publication thereof should have been made, the 
executive council should have approved the same. 

Under the provisions of the revenue act the excise taxes 
and the inheritance tax went into operation with its passage, 
January 31, I9OI. The property tax was levied for the fiscal 
year beginning July I, I90I, but provision was made for an 
immediate preparatory assessment of property. 

The method of collecting the excise taxes was left to admin- 
istrative regulation. Study and experience had made clear 
that the system prevailing in the United States -the affixture 
of revenue stamps to the articles taxed-was not adapted to 
Porto Rico, and that better results might be expected from a 
modification of the Mexican system, in accordance with which 
the sale or shipment, rather than the commodity liable, is 
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made to bear evidence of the payment of the tax. Extensive 
anticipatory preparations had been made, and in a surpris- 
ingly short time the system was in easy operation. Its details 
are interesting and noteworthy enough to merit independent 
description. In brief, the tax is paid by the affixture of stamps 
to an invoice or bill of sale, which must accompany every ship- 
ment of articles liable to the excise. Blank invoices, attached 
to a stub and bound in book form, are furnished to manu- 
facturers and importers at a nominal price. Each book is 
numbered with the "assessment number" of the factory, and 
each page and stub is numbered seriatim, in order to facilitate 
check and audit. When a shipment is made, the quantity and 
value of the goods and the name and location of the consignee 
are entered upon both the stub and the invoice; the corre- 
sponding stamps are pasted over the line which separates the 
stub from the invoice sheet; and when the sheet is detached, 
the stamps are destroyed, leaving part upon the stub and part 
upon the invoice. An official register book is furnished to 
every manufacturer, in which he is required to enter all 
transactions and from which a certified transcript is monthly 
transmitted. Close field inspection and an automatic series of 
checks reduce the possibility of fraud to a safe minimum. 

Careful preparation had been made for the assessment of 
property. Less than five months were available for the com- 
pletion of the assessment and the conversion of the schedules 
into tax rolls. To this should be added the facts that there 
had never been such an assessment of property in Porto Rico, 
that land surveys and capital records were glaringly imperfect, 
and that topography, climate and means of communication and 
transportation were as unfavorable as can well be conceived 
for accurate and rapid field work. A competent supervisor of 
assessment was appointed and a bureau of assessment was 
immediately thereafter organized as an integral part of the 
office of the treasurer. The month of February was devoted 
to the selection and appointment of 25 division assessors and 
200 district assessors, to the preparation and distribution of 
I25,000 schedules, and to the issue of detailed instructions. 
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On March i the assessment of property was formally begun, 
and it reached completion within thirty days. The boards of 
review met in April; the executive council sat as a board of 
appeal in May; the assessment schedules were converted into 
tax rolls and tax bills in June; and the collection of the tax 
began promptly in July. 

Thus, within five months after the executive signature had 
been affixed to the revenue act, feature after feature of the new 
system had been perfected, until it was put into complete oper- 
ation. Pari passu with the introduction of the system, the 
intelligent sentiment of the island had advanced to a compre- 
hension of its elemeents and an appreciation of its results. 
Instead of the high internal revenue taxes of the United States, 
the proceeds of which would accrue to the federal treasury, it 
was recognized that Porto Rico had levied for its own needs a 
limited schedule of excise taxes, moderate in amount and extent, 
which injured no industry, curtailed no production, burdened no 
consumer; whose enforcement was so efficient and whose accept- 
ance was so general that five months of operation and the col- 
lection of more than $225,ooo revenue therefrom necessitated 
barely a single prosecution. The story of the property tax was 
much the same. Instead of being employed as an instrument 
of political and individual oppression, the preparatory assess- 
ment of property was made on so high a plane of efficiency and 
integrity that, although property to the extent of $ ioo,ooo,ooo 
was assessed and 65,000 schedules were returned, the board of 
appeal was called upon to consider only some 250 remon- 
strances from dissatisfied taxpayers, all of which were ulti- 
mately adjusted. Even the inheritance tax was securely 
established; and, aside from its material results, recognition 
of the principles constituted a large gain. 

IV. 

There still remained one important step to be taken before 
the financial reconstruction of Porto Rico stood definite and 
complete. By the terms of the organic act the collection of 
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customs duties on trade between the United States and Porto 
Rico ceased after March I, I9OI ; but a further clause of 
the act provided that, if at any time prior to that date the 
legislative assembly should enact and put into operation a sys- 
tem of revenue to meet the necessities of the insular govern- 
ment, then by executive proclamation free trade should be 
established. A survey of the condition of insular finances on 
the eve of the new fiscal year, made in the light of the com- 
pleted property assessment and the successful operation of the 
excise taxes, suggested that the time for such action had 
arrived. 

The necessary expenses for carrying on the government 
of the island for the fiscal year beginning July i, I9OI, as 
authorized by the insular legislature in general and special 
appropriation bills, aggregated $I,976,802.21. The resources 
of the insular government for the same fiscal year - excluding 
customs collections on trade between Porto Rico and the 
United States-were essentially three in number: (i) the 
proceeds of the property tax, (2) the proceeds of the excise 
taxes, and (3) the customs duties on imports into Porto Rico 
from countries other than the United States. 

The property tax, at the rate of one-half of one per cent 
upon an assessment of $Ioo,ooo,ooo, could be expected to 
yield $500,000- for it was a reasonable assumption that arrear- 
ages of the old direct taxes would more than compensate for 
delinquencies of the new. Careful estimates, based upon 
sworn declarations of importers and manufacturers as to pro- 
duction and importation, indicated that the excise taxes would 
contribute to the insular treasury the sum of $7I 5,343. Any 
precise estimate of the amount of customs collections on 
foreign imports was impossible. The effect of free trade with 
the United States would undoubtedly be to reduce the volume 
of foreign trade. On the other hand, the economic improve- 
ment and the increasing purchasing power of the island, the 
rigidity of its credit relations, the permanence of certain con- 
sumption demands capable of satisfaction only in European 
markets and the relatively slight differential offered by free 



No.4.] THE FINANCES OF PORTO RICO. 577 

trade, as compared with the existing tariff on imports from the 
United States, warranted the belief that the change would not 
be instantaneous or overwhelming. After consultation with 
competent observers, it seemed reasonable to accept the actual 
collections for the twelve months ending April 30, i90I, as the 
estimate for the fiscal year beginning July I, I90I -namely, 
$784,775. 

The estimated receipts of the island from its three impor- 
tant sources of revenues thus aggregated $2,000,I I8, or 
$23,315.79 more than the authorized expenditures. In this 
estimate no account was taken of minor sources of income, 
such as the inheritance tax, license and other fees, judicial 
fines, canon payments, royalty and franchise charges, interest 
on public funds, income from public property, etc. As it 
appeared that for the approaching fiscal year adequate pro- 
vision had been made to meet the necessities of the insular 
government out of current income, the prospective condition of 
the insular treasury was regarded as secure, without dependence 
upon available revenues other than those deliberately provided. 

In reality, however, the condition of the insular treasury was 
very much more favorable than this, by reason of the existence 
of extraordinary reserve funds, available if necessary for cur- 
rent expenditures. These funds completely removed the doubt 
ordinarily associated with all financial estimate and peculiarly 
affecting, as has been noted, the estimate of duties on foreign 
imports. The first of these funds was a sum of some $6oo,ooo 
of customs duties and internal revenues collected upon Porto 
Rican imports into the United States from May i, I900, to 
July I, I9OI, designed to meet current expenditures during 
that period, but left absolutely intact by virtue of the careful 
financial policy pursued. The second fund was the unexpended 
portion of the " two million customs refund," aggregating 
nearly $900,000 - exclusive of large "obligated," but unex- 
pended, sums from this fund held in the insular treasury as 
special trust funds. It has been a fundamental part of the 
financial policy of the insular administration, from the very 
beginning of civil government, to devote these reserve funds 
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to meeting emergency expenditures and to defraying the cost 
of public improvements not properly chargeable to current 
revenues -such as road construction and schoolhouse building; 
but their mere availability in aid of expenses of maintenance, 
should the extraordinary necessity therefor arise, constitutes 
an element of very great strength in the financial future of the 
island. 

A detailed report embodying the foregoing facts was accord- 
ingly presented by the treasurer to the governor of Porto 
Rico, together with the opinion that the financial situation of 
the island seemed so definite and secure as to warrant the 
action contemplated by section 3 of the organic act. After 
careful consicLeration, in connection with the heads of admin- 
istrati e de partments, this financial program was definitely 
adopted by Governor Allen and the insular legislature was 
summoned to meet in extraordinary session in San Juan on 
July 4. The financial situation was presented clearly and con- 
vincingly by Governor Allen in a special message; and the 
insular legislature, with dignified procedure and enthusiastic 
spirit, adopted a joint resolution reciting, in the terms of the 
organic act, that there had been enacted and put into opera- 
tion a system of revenue to meet the necessities of the insu- 
lar government. The resolution was delivered in person by 
Governor Allen to President McKinley, and on July 25, 1901, 

the third anniversary of the coming of the American troops to 
the island, free trade between Porto Rico and the United 
States was proclaimed. 

V. 

The present financial status of Porto Rico compares favor- 
ably with that of any locality in the United States -indeed, 
with any similarly circumstanced community in the world. 
Without a dollar of funded or floating insular indebtedness, 
with sources of revenue that may be expected to meet the 
requirements of reasonable and economical administration, with 
reserve funds of more than one and a half million dollars, 
designed for "construction work," but available, in case of 
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emergency, in aid of current expenditure -the firm basis of 
a secure insular economy may properly be said to have been 
laid. A qualitative examination yields results no less satisfy- 
ing. Translated into plain language, the financial reorganiza- 
tion of Porto Rico means that the burden of taxation upon the 
real economic life of the island is less to-day than at any time 
in its history; that the great bulk of its one million souls are 
entirely exempt from direct taxation and are subject to mod- 
erate excises only, to the extent of their injurious or luxurious 
consumption; that coffee, tobacco and fruit lands -the great 
mainstay of its people's life -are paying less taxes by half 
than before the enactment of the revenue act; that, through 
the operation of a generous exemption clause, thousands of 
little patches of untilled soil are being brought into cultivation 
and a sturdy peasant proprietor class is being developed; and 
finally, that having enacted and put into operation an adequate 
system of public revenue, Porto Rico derives not only the 
advantage which comes from secure public solvency and sound 
public credit, but receives the stimulus and reaps the harvest 
of free trade with the United States. 

These are general statements, but a descent to particulars 
gives even more striking returns. Of the two million dollars 
a year that the insular government spends, one million and 
a half - seventy-five per cent - represent revenues (customs 
duties and excise taxes) that in every part of the United States 
accrue not to the state, but to the federal, treasury. In other 
words, as compared with every state and territory in the Union, 
Porto Rico raises by what might be called distinctively insular 
taxation only one-fourth of what it is actually enabled to spend; 
over and above an initial gift of more than two million dollars, 
the island receives annually, as a virtual bounty from the United 
States, one and a half million dollars. 

But even the moderate burdens which now rest upon the 
island are self-imposed. Of the two million dollars, consti- 
tuting the annual insular expenditure, almost exactly one-half 
is devoted to the maintenance of schools and roads. If the 
people of Porto Rico will consent henceforth to spend one-half 
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as much as at present for either education or internal improve- 
ment, the property tax can be entirely removed, or the excise on 
alcoholics can be entirely repealed, or both taxes can be reduced 
fifty per cent. Thus, no schools and free rum, no roads and 
untaxed property, remain alternative policies from which the 
sentiment of the island, through its intelligent exponents and 
its duly elected representatives, has chosen and may be expected 
to choose, in no uncertain way, for good. When the high 
excise on rum or the close assessment of cane land is scruti- 
nized, the same observation should include the less bruited fact 
that the free-trade proclamation of July 25 gave to the pros- 
perous sugar interest alone an additional differential of five 
dollars on every ton of sugar raised on the island; that is, upon 
a product of one hundred thousand tons a gift of five hundred 
thousand dollars - as much as is raised in the aggregate by 
every kind of insular property taxation. What is conspicuous 
in the case of sugar is true to a large extent of tobacco and 
fruit interests; a very small burden has been assumed and a 
very great benefit is being derived. 

The financial program which Porto Rico has defined for itself 
consists of large expenditures for schools and roads, low tax- 
ation of capital and property, reasonable excises on dispensable 
consumption and free trade with the United States. But every 
part of the program is elastic. If the island will spend less, it 
need tax less. If it will increase the charge upon property, 
it can reduce the burden on alcoholics and tobacco. If it will 
impose an excise or countenance a tariff on sugar, every other 
source of revenue can be scaled. It is true that the appro- 
priated expenditures of the island must be planned, not with 
respect to its limitless needs, but with regard to its definite 
resources. But if the political existence of Porto Rico 
under the new conditions is to realize its highest possibility, 
every consideration of social development, economic stability 
and financial integrity demands that, instead of rash and in- 
judicious curtailment of expenditure, the sources of insular 
revenue now provided should be maintained and, if necessary, 
extended. 
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In any event, it seems no unwarranted optimism to believe 
that a secure financial basis has been laid. Much remains to 
be done -the betterment of municipal finances, the extension 
of banking facilities, the regulation of credit currency; but 
these and other problems will be solved as they are met. In 
conclusion, perhaps nothing better can be added than the 
sentences with which Governor Allen closed his review of 
insular finances during the first year of civil government: 

All in all, the financial outlook of Porto Rico is as promising as its 
present condition is gratifying. An example of stability and integrity 
has been established in the financial operations of the island, and a 
wise and equitable revenue system has been adopted which is not 
only adequate for present requirements, but possesses elasticity with 
respect to the future. Economy must be displayed in the expendi- 
tures of the island; and caution in its financial administration. But 
in these respects the operations of the first year of civil government 
reveal signal advance, and the course of the future seems to lie 
straight in the direction in which an unmistakable path has already 
been blazed. 

J. H. HOLLANDER. 

JOHNS HOPKINS UNIVERSITY. 
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